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ABSTRACT 
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I  INTRODUCTiCN 


Digitized  by  the  Internet  Archive 

in  2015 


https://archive.org/cletails/broadwaybanktrusunse 


INTRODUCTION 


This  study  examines  the  potential  of  the  insurance  premium  processing  and 
agency  accounting  products  to  Broadway  Bank  and  Trust  Company. 

INPUT  reviewed  both  of  these  products  in  relation  to  previous  work  and 
background  knowledge  of  the  banking  and  insurance  industries. 

Contacts  were  made  with  banking  and  insurance  companies  to  test  our 
conclusions: 

These  contacts  were  made  without  mentioning  the  name  of  Broadway 
Bank  and  Trust  Company. 

An  assessment  of  the  products  and  recommendations  for  them  is  included. 

An  assessment  of  the  strengths  and  weaknesses  of  these  products  in  relation  to 
the  bank's  capabilities  is  included  as  well. 
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II    EXECUTIVE  SUMMARY 


1 1        EXECUTIVE  SUMMARY 


A.  FINDINGS 

•  Agency  accounting  and  premium  financing  are  products  in  different  situations 
as  shown  in  Exhibit  11- 1. 

•  Agency  accounting  is  marginally  profitable  and  appears  to  have  little  prospect 
for  the  fuvure. 

Competitors  are  much  more  automated. 

An  investment  to  further  automate  agency  accounting  would  result  in  a 
"me  too"  product  in  a  highly  competitive  market. 

•  Agency   accounting  does   not   present   an   opportunity   to   cross-sell  other 
products. 

•  Premium  financing  is  unprofitable  at  the  present  cost  of  funds. 

•  Premium  financing  is  still  competitive  with  processing  done  by  Insurance 
company  subsidiaries. 

The  service  provided  by  BB&T  can  maintain  a  market  share  at  this 
time. 

This  service  is  costly  to  provide,  however,  particularly  for  one 
group  of  clients,  personal  customers  in  Florida. 
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EXHIBIT  ll-l 


PRODUCT  FACTOR 

Profitability 
Competitive  Evaluation 

Action  Required 

Investment  Required 

Timing  Of  Investment 

Will  It  Pay 

Advantage  Of 
Keeping  Product 


PRODUCT  EVALUATION 

AGENCY  ACCOUNTING 

Slightly  Profitable 
Not  Competitive 

New  System  Must 
Be  Developed 

Moderate 

Immediate 

No 

None 


PREMIUM  FINANCING 

Not  Profitable 

Competitive  Due 
To  Service 

Drop  Unprofitable 
Customers  And 
Further  Automate 

Low  To  Moderate 

12-18  Months 

Possibly 

Cross-Sell  Other 
Products 
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Insurance  connpany  subsidiaries  have  some  advantages  in  processing  due 
to  automation  of  input  and  payment  functions,  but  the  difference  in 
automation  between  BB&T  and  competitors  is  not  substantial  yet. 

Further  automation  by  insurance  company  subsidiaries  would  force 
BB&T  to  take  steps. 

B.  RECOMMENDATIONS 

•  BB&T  should  discontinue  the  agency  accounting  product. 

The  recommended  course  of  action  would  be  to  sell  the  customer 
contracts  to  another  processor. 

Contacts  could  be  made  by  a  third  party  to  try  and  sell  the  business 
while  processing  continued  at  its  present  level. 

•  BB&T  should  consider  offering  the  premium  financing  product  to  a  reduced 
group  of  customers  and  attempt  to  use  this  product  to  cross  sell  MoneyFacts. 

The  personal  accounts  in  Florida  require  more  service  and  expense  than 
other  accounts. 

The  sale  of  these  accounts  (and  possibly  the  Florida  industrial  accounts) 
to  processors  in  Florida,  through  a  third  party,  would  lower  the  average 
costs  of  processing. 

•  If  the  product  shows  a  reasonable  return  with  the  personal  accounts  in  Florida 
eliminated,  the  cost  of  upgrading  the  processing  on  a  small  computer  or  the 
MoneyFacts  computer  might  be  evaluated. 
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This  evaluation  should  consider  capabilities  to  enter  payments  and  new 
accounts  information. 

Part  of  the  justification  for  the  upgrade  should  be  based  on  market 
research  or  attempts  to  cross-sell  MoneyFacts  to  premium  financing 
customers  during  the  first  half  of  1982. 

•  If  the  revenue  from  Premium  Financing  and  the  ability  to  cross-sell 
MoneyFacts  do  not  justify  the  cost  of  further  automation,  a  plan  should  be 
developed  to  sell  contracts  for  other  groups  of  customers  (personal,  Northeast; 
industrial,  Florida...)  as  insurance  company  subsidiaries  automate  and  improve 
their  product. 

This  plan  might  not  have  to  be  put  into  action  until  1983. 
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Ill    REVIEW   OF   INSURANCE   PREMIUM  FINANCING 


Ill       REVIEW  OF  INSURANCE  PREMIUM  FINANCING 


A.       OVERVIEW  OF  BUSINESS  AND  COMPETITION 

•  Insurance  premium  financing  at  BB&T  has  simiiiarities  and  differences  with 
the  product  at  insurance  company  subsidiaries  as  shown  in  Exhibit  III- 1. 

Both  believe  that  good  service  is  necessary  to  sell  business,  but  the 
insurance  company  subsidiary  can  count  on  its  agents  to  bring  in  some 
business  even  if  service  is  not  quite  as  good. 

Both  are  interested  in  profit  but  the  subsidiary  is  also  interested  in 
keeping  business  for  the  parent.  This  could  lead  the  subsidiary  to  bid  at 
lower  prices  than  BB&T  would  accept. 

Both  do  not  have  a  high  level  of  automation,  but  insurance  company 
subsidiaries  are  planning  to,  or  starting  to,  introduce  on-line  data  entry 
for  new  customers  and  payments. 

Both  feel  that  incremental  business  may  not  be  profitable  at  high 
interest  rates. 

•  Low  interest  rates  and  a  decline  in  loan  business  will  encourage  large  banks  to 
enter  the  business. 

•  The  consensus  of  opinion  is  that  this  product  is  price  sensitive  in  the  long  run 
but  less  price  sensitive  in  the  short  run  for  industrial  customers,  as  shown  in 
Exhibit  III-2. 
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EXHIBIT  III-I 


INSURANCE  PREMIUM  PROCESSING 
INSURANCE  COMPANY  SUBSIDIARY 
VERSUS  BROADWAY  BANK  AND  TRUST 


FACTOR  SUBSIDIARY  BB&T 


Motivation 


Earning  Picture 


Degree  Of  Autonnation 
Plans  For  Autonnation 


Profit  And  Keeping 
Insurance  Business 


Incremental  Business  Is 

Not  Profitable 

At  Present  Interest 

Rates 

Low/Medium 
Plans  Underway 


Profit 


Incrennental  Business 
Is  Not  Profitable 
At  Present  Interest 
Rates 


Low 


No  Plans 


What  Sells  Business  Service,  Relation  Service 

To  Insurance  Companies, 
Ability  To  Offer  Lower 
Rate 


Element  Of  Risk  Policy  Cancelled  When  Part  Of  Unused 

Payment  Is  On  Way  Premium  May  Not 

Be  Returned  For 
Small  Policies 

Policy  Cancelled 
When  Payment  Is 
On  Way 


Having  Business 
With  An  Insurance 
Company  In  Difficulty 
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EXHIBIT  III-2 


ESTIMATED  REACTION  OF  INDUSTRIAL  CUSTOMERS 
TO  A  PRICE  THAT  IS  20%  LOWER  . 


WITHIN  6  MONTHS  AFTER  2  YEARS 


Definitely  Change 
Vendors 


Possibly  Change 
Vendors 


Would  Stay  With 
Original  Vendor 
If  Service  Was 
Satisfactory 
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The  estimates  shown  In  this  exhibit  were  reviewed  with  Industry 
contacts  and  Broadway  Bank  and  Trust  staff. 

There  was  a  difference  of  less  than  5%  between  the  estimates  from 
both  sources. 

•  There  are  customers  who  are  less  price  sensitive,  as  Exhibit  111-2  illustrates. 

Thirty-five  percent  (35%)  of  1,000  present  Industrial  customers,  or  350, 
would  be  less  price  conscious. 

Efforts  to  gain  new  customers  would  probably  increase  the  percentage 
of  price  sensitive  customers. 

•  There  Is  a  consensus  that  the  premium  financing  product  will  grow  just  as 
property  and  casualty  insurance  should  grow. 

The  estimate  of  growth  for  premium  financing  is  about  10%  annually. 

Business  is  soft  at  the  present  time  due  to  the  high  Interest  rates. 

This  has  caused  premiums  to  be  cut  and  dollar  volume  to  be 
reduced. 

B.       OVERVIEW  OF  BB&T  PROCESSING 

•  The  earnings,  after  operating  costs,  for  insurance  premium  processing  during 
the  first  six  months  of  1981  was  $672,000  and  the  return  after  operating  costs 
was  9.75%. 

Computing  costs  were  not  allocated  to  the  product. 
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The  cost  of  funds  is  not  included. 

•  Since  this  product  does  not  encourage  DDA  deposits,  it  must  be  supported  by 
money  market  funds,  which  cost  14%  at  present. 

At  this  rate,  the  product  is  losing  money. 

If  the  product  were  funded  with  other  sources,  it  could  be  made  to 
appear  profitable. 

•  Most  of  the  accounts  who  refer  business  to  BB&T  are  active  only  once  per 
year.  '  . 

Out  of  5,000-6,000  agents  doing  business  with  BB&T  in  this  region,  only 
800-1,200  are  active  more  than  once  per  year. 

The  inactive  clients  may  only  provide  business  after  a  sales  call. 

It  may  be  profitable  to  handle  sales  from  a  desk  at  BB&T  and  only  work 
with  active  accounts. 

•  A  staff  of  about  24  including  9.5  in  the  Premium  Financing  Office  and  1.5  in 
data  entry  as  well  as  sales,  administration,  and  the  Florida  sales  office  handle 
this  product. 

•  There  are  presently  about  7,300  insured  customers  in  this  region  and  5,500  in 
Florida. 

•  BB&T  only  handles  premiums  of  more  than  $1,000  except  for  accommodations 
where  the  risk  is  reduced  of  not  obtaining  a  return  premium  when  an  account 
is  under  insured. 

Subsidiaries  of  insurance  companies  can  afford  to  take  more  risks. 
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Business  is  only  obtained  through  agencies  and  brokers  and  is  only  accepted  for 
a  select  number  of  larger  insurance  companies. 

This  represents  one  of  the  small  but  extra  jobs  which  BB&T  has  to  do 
compared  to  insurance  company  subsidiaries. 

The  process  of  obtaining  an  account  is  manually  intensive. 

The  customer  name  and  address  and  other  data  could  be  entered  on 
forms  several  times  before  it  is  key  entered  to  disks,  as  shown  in 
Exhibit  IIi-3. 

An  interest  wheel  is  used  for  calculations.  (AFCO  calculates  payments 
with  an  on-line  system.) 

More  automated  entry  of  data  is  shown  in  Exhibit  III-4. 

The  processing  of  payments  is  handled  on  a  batch  basis. 

The  payment  cannot  be  checked  against  the  amount  due. 

Payment  listings  are  not  available  until  the  day  after  payment. 

On-line  payment  entry  is  used  by  some  competitors. 

The  process  of  warning  customers  (through  their  agents)  of  the  intent  to 
cancel  and  handling  related  work  is  costly. 

In  August,  1981,  3,300  notices  of  intent  to  cancel  were  mailed. 

One  thousand  one  hundred  (1,100)  telephone  calls  were  also  made  to 
agents  to  warn  them  of  pending  cancellations  of  customer  accounts,  to 
attempt  to  get  account  numbers  for  customers  in  default,  and  to  handle 
collections. 
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EXHIBIT  III-3 


NEW  CUSTOMER  ACCOUNT - 
MANUAL  PROCESS 


1.  Insurance  Connpany  Checked  If  Necessary. 

2.  Name  And  Address  And  Details  Written  Down. 

3.  Interest  Wheel  Calculations. 

4.  Fornn  Typed  Up. 

5.  Request  For  A  Changed  Bid  Will  Cause  The  Last 
Three  Steps  To  Be  Repeated. 

6.  Accepted  Bid  Requires  Contract  To  Be  Typed  Up. 

7.  Key  Entry  Form  Filled  Out. 

8.  Contract  Is  Key  Entered. 

9.  New  Customer  Input  To  Computing  System. 
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EXHIBIT  111-4 


NEW  CUSTOMER  ACCOUNT- 
DATA  ENTRY  TO  COMPUTER 


1.  NAME,  ADDRESS,  AND  DETAILS 
KEY  ENTERED. 


COMPUTER 


2.   INTEREST  CALCULATED 


3.  BID  PRINTED. 


4.  REQUEST  FOR  NEW  BID  REQUIRES 
ONLY  THAT  CHANGED  DETAILS 
BE  ENTERED.  THEN  STEPS 

TWO  AND  THREE  ARE  REPEATED. 

5.  ACCEPTED  BID  REQUIRES  ONLY 
THAT  INDICATORS  BE  KEY 
ENTERED. 


COMPUTER 


I 


6.  CONTRACT  PRINTED. 


7.  RECORD  ENTERED  INTO 
COMPUTING  SYSTEM. 
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In  August,  875  telephone  calls  were  made  to  Florida,  most  of 
them  to  personal  accounts,  and  225  calls  were  made  in  this 
region  (New  Jersey,  New  York,  Pennslyvania,  etc.). 

The  telephone  calls  to  Florida  taxed  limited  WATS  capabilities. 
A  number  of  the  calls  were  not  made  on  WATS  and  further  added 
to  the  expenses  of  serving  customers. 

Seven  hundred  and  eighty  (780)  accounts  were  cancelled  in  August. 

Only  about  30  industrial  accounts  are  cancelled  monthly  and  10% 
of  these  accounts  are  reinstalled  on  the  average. 

Each  cancellation  requires  that  a  request  for  refund  be  typed  for 
the  insurance  company  involved.  (The  insurance  company 
cancels  the  policy.)  | 

Payment  lists  have  to  be  searched  before  the  request  form  is  sent  to 
the  insurance  company. 

On-line  payment  entry  could  eliminate  this  step. 

•  This  intense  manual  service  may  provide  some  customers  the  opportunity  of 
delaying  payments  while  money  is  being  used  for  other  purposes. 

•  The  late  penalty  does  not  compensate  BB&T  sufficiently  or  discourage  delays 
in  payments. 

C.  FINDINGS 

•  Although  the  premium  financing  system  is  automated,  processing  is  handled  on 
a  batch  basis  with  manual  work  needed  for  input  and  output  steps. 
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Inquiry  is  handled  on-line  but  response  time  is  slow. 

The  present  system,  particularly  output  procedures,  and  the  response  time  for 
inquiry  would  make  it  difficult  to  expand  volume. 

New  customers  could  raise  average  costs  or  result  in  reduced  service 
capabilities. 

BB&T  counts  upon  its  level  of  service  to  justify  a  price  that  is  slightly  higher 
than  competition. 

The  services  which  BB&T  offers  to  justify  a  higher  price  include: 

Personal  contact  and  rapid  response  to  agents  and  brokers  and  their 
customers  when  an  insurance  contract  is  being  negotiated. 

'  Rapid  response  when  problems  are  encountered  (e.g.,  when  a  payment 
was  applied  to  the  wrong  account). 

Careful  attention  to  intent  to  cancel  procedures,  including  phone  calls 
to  agents  when  accounts  are  delinquent. 

The  cost  effect  of  these  services  must  be  reviewed,  as  shown  in  Exhibit  III-5. 

The  service  given  to  customers  who  are  late  with  payments  could  encourage 
brokers  to  take  advantage  of  BB&T. 

If  prospects  for  insurance  are  in  a  tight  financial  situation,  brokers 
know  that  BB&T  will  meet  the  schedules  for  intent  notices  to  insured 
accounts  and  telephone  broker  offices  conscientiously. 

BB&T  is  ready  to  reinstate  policies  promptly  as  well. 
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EXHIBIT  111-5 


SERVICE  VERSUS  ADDITIONAL  COST 


SERVICE  COST  ALTERNATIVE 


Rapid  Response  to  Requests 
For  Bids  And  Rebids. 


Additional  Manual  Work. 


Further  Autonnation. 


Rapid  Response  To  Inquiries 
And  Problems. 


Additional  Manual  Work. 


Further  Automation 
And  Less  Service 
To  Some  Accounts. 


Intent  To  Cancel  And 
Cancellation  Procedures. 


Intense  Manual  Work; 
Additional  Telephone 
Costs. 


Further  Automation, 
Tougher  Attitude 
Toward  Brokers, 
Review  of  Florida 
Customers. 
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Brokers  may  also  advise  clients  who  want  to  delay  payments  until 
other  expenses  are  met  that  BB&T  will  accommodate  their  needs  best. 

Advances  in  automation  by  insurance  company  subsidiaries  will  eventually 
erode  the  advantages  which  BB&T  can  provide  in  service. 

Automation  of  input,  payment  processing,  and  inquiry  will  make  it  less 
costly  and  faster  to  handle  service. 

Customers  can  be  classified  on  the  basis  of  service  required  and  revenue 
obtained  into  four  groups,  as  shown  in  Exhibit  III-6. 

Personal  accounts  require  more  service  than  industrial. 

industrial  accounts  earn  more  revenue. 

Accounts  in  Florida  require  more  service  than  accounts  in  this  region. 

The  cost  of  service  for  Florida  is  more  costly.  There  are  more 
telephone  calls  to  Florida  to  notify  agents  that  payments  are 
late. 

A  number  of  these  calls  are  made  off  WATS  ($1,300  in  May, 
1981). 

More  Florida  accounts  are  cancelled. 

One  thousand  three  hundred  forty-four  (1,344)  out  of  5,500 
active  accounts  in  Florida  hove  been  cancelled  in  1981  ($850,000 
in  outstandings). 

Seven  hundred  sixty-five  (765)  out  of  7,267  active  accounts  in 
this  region  have  been  cancelled  in  1981  ($712,000  in 
outstandings.) 
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EXHIBIT  III-6 


INSURANCE  PREMIUM  FINANCING 
REVENUE  AND  SERVICE  PER  CUSTOMER 


HIGH 

NORTHEAST 
INDUSTRIAL 
ACCOUNTS 

• 

REVENUE 

FLORIDA 

INDUSTRIAL 

ACCOUNTS 

NORTHEAST 

PERSONAL 

ACCOUNTS 

LOW 

FLORIDA 

PERSONAL 

ACCOUNTS 

LOW 

HIGH 

SERVICE 

REQUIRED 
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Cross-selling  opportunities  are  not  significant  at  present  for  premium 
financing. 

Agency  accounting  and  premium  financing  have  obtained  a  small 
amount  of  business  for  each  other. 

Other  bank  products  have  not  been  sold  through  premium  financing. 

The  fee-based  products  (Moneyfacts)  now  being  introduced  by  BB&T  could  be 
of  interest  to  the  policy  holders  who  are  financing  premiums. 

A  money  management  or  small  general  ledger  system  may  be  needed  by 
some  of  these  firms. 

In  order  to  maintain  competitive  strength,  BB&T  must  be  prepared  to  further 
automate  concurrently  with  insurance  company  subsidiaries. 

The  present  hardware  (IBM  370/145)  and  software  at  BB&T  would  make 
it  difficult  to  further  automate  this  system  with  present  equipment. 

Investment  in  a  new  standalone  system  for  premium  financing  probably 
could  not  be  justified.  , 

Insurance  company  subsidiaries  can  further  automate  without  incurring 
the  relative  increase  In  cost  that  BB&T  would  incur. 

Without  a  plan  to  further  automate,  attempts  to  increase  volume  appear 
unwise. 

Service  could  degrade  or  become  more  costly. 
At  today's  interest  rates  this  product  is  unprofitable  in  any  case. 
Despite  occasional  dips,  interest  rates  could  remain  high  for  years. 
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D.       RECOMMENDATIONS  | 

I 

•  BB&T  should  determine  if  the  product  can  be  made  viable. 

The  personal  customer  contracts  in  Florida  should  be  sold  to  processors 
there  (if  possible)  through  a  third  party. 

it  may  be  necessary  to  sell  the  industrial  business  in  Florida  or  some  of 
it  at  the  same  time  the  personal  business  is  sold. 

The  personal  business  in  the  Northeast  Region  should  be  reviewed  to 
determine  if  it  can  be  supported. 

•  Premium  financing  might  be  a  profitable  product  for  a  reduced  set  of 
customers  in  the  Northeast  Region  which  a  very  reduced  staff  could 
administer. 

•  The  opportunities  for  cross  selling  Moneyfacts  should  be  explored  through 
market  research  or  test  marketing. 

The  cost  of  developing  an  improved  system  for  premium  financing  on 
the  Moneyfacts  (or  another)  computer  should  be  evaluated. 

•  if  an  improved  system  cannot  be  justified  for  a  segment  of  premium  financing 
business,  when  considerations  of  cross  selling  have  been  evaluated,  the 
premium  financing  business  should  be  scheduled  for  sale. 

This  should  be  done  as  insurance  company  subsidiaries  further  automate 
their  product. 

This  schedule  would  probably  result  in  a  sale  of  the  business  between 
January,  1983  and  June,  1983. 
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REVIEW   OF  AGENCY  ACCOUNTING 


IV       REVIEW  OF  AGENCY  ACCOUNTING 


A.       OVERVIEW  OF  PROPERTY/CASUALTY  INDUSTRY 

•         Insurance  companies  have  been  caught  in  a  seemingly  inevitable  "underwriting" 
cycle  for  at  least  a  generation  (see  Exhibit  IV-1). 

This  results  in  periodic  severe  loss  on  basic  insurance  business. 

Losses  in  early  i970s  caused  severe  discomfort. 

Five  percent  (5%)  loss  on  premium  dollar  versus  normal  5% 
profit:  1 979-? 

Current  high  investment  yields  are  both  salvation  and  part  of 
problem;  companies  knowingly  accept  bad  risks  in  order  to  get 
cash  flow. 

Investment  yield  downtown  will  cause  ferocious  shedding  of  risks  and 
unattractive  agents. 

The  small  agent  is  often  unattractive. 

The  lack  of  timely  information  is  a  contributing  factor  to  accepting  bad 
risks. 
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Company  may  not  learn  until  it  is  too  late  that  a  particular 
agent  has  accepted  bad  business. 

Company  may  not  realize  that  a  class  of  business  is  going  sour. 

Over-regulation  (e.g.,  personal  auto,  malpractice)  will  cause  companies  to 
shed: 

Lines  of  business. 
Geographic  regions. 
Insureds. 
Agents. 

"American  Agency"  companies  versus  "Direct  Writers." 
Agency  companies. 

Traditional  pattern  in  industry. 

independent  agents,  brokers  deal  with  many  companies. 
In  principle,  can  "shop  around"  for  best  coverage  for  client. 
Direct  writers. 

Salaried  agents  (e.g.,  Allstate),  j 
Exclusive  agents  (e.g.,  State  Farm). 
Historically  active  in  personal  lines. 
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Starting  to  expand  into  less  regulated,  lucrative  connmerciai 
lines. 

Entry  of  life  insurers  into  property/casualty. 
Almost  all  have  tied  agents. 

Some  very  aggressive:  Prudential  fifth  largest  property/casualty  writer 
in  ten  years. 

Equitable  exiting,  in  spite  of  successful  start  up. 
"No  fun"  (not  used  to  underwriting  losses). 
Direct  writers  have  initiative. 

More  marketing  oriented. 

Greater  control  over  agent  network  produces  cost,  service  advantages. 
Automated  agent  networks  a  natural  stop. 


B.       COMPETITION  IN  AGENCY  AUTOMATION 


The  competitive  environment  in  agency  systems  has  grown  much  more  intense 
in  the  last  ten  years.  The  following  are  some  of  the  major  changes  that  have 
caused  this: 

Hardware  prices  are  falling. 

This  promises  to  continue  (see  Exhibit  lV-2  and  Exhibit  lV-3). 
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EXHIBIT  IV-2 


FALLING  TURNKEY  PRICES 


TURNKEY  SYSTEM  PRICE  FOR  MEDIUM-SIZED  AGENCY 

YEAR  PRICE  RANGE 

1977  $75,000+ 

1981  $l5,000-$50,000 

1985  .  .     $  5,000-$20,000 
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EXHIBIT  IV-3 


COMPARISON  OF  SYSTEM  FUNCTIONS  AND  ENTRY  LEVEL  PRICES 


AADS 

B-7 

$23,000 

S 

s 

s 

s 

s 

o 

N 

s 

s 

o 

N 

Y 

ABACUS 

B-8 

$35,200 

S 

5 

s 

s 

s 

o 

S 

s 

o 

N 

N 

Y 

AMORS 

B-9 

N/A 

s 

s 

s 

s 

s 

o 

S 

s 

s 

o 

N 

Y 

AMS 

B-10 

$36,000 

s 

s 

s 

s 

s 

N 

S 

s 

o 

o 

o 

Y 

APEX 

B-11 

$100,000 

s 

s 

s 

s 

s 

s 

s 

s 

s 

N 

s 

Y 

ARCOM 

B-12 

$20,900 

s 

s 

s 

s 

s 

N 

s 

s 

s 

s 

s 

Y 

BIAS 

B-13 

$25,000 

s 

s 

s 

s 

s 

o 

s 

s 

o 

N 

N 

Y 

CADO 

B-14 

$20-30,000 

s 

s 

s 

s 

s 

s 

s 

s 

s 

C 

C 

Y 

CCM 

B-15 

$22,500 

o 

o 

s 

s 

s 

o 

o 

s 

o 

c 

c 

Y 

THE  COMPUTER  CENTER 

B-16 

$30,000 

s 

s 

s 

s 

s 

N 

N 

s 

N 

N 

s 

Y 

DELPHI 

B-17 

$44,500 

s 

s 

s 

s 

s 

o 

s 

s 

s 

O 

c 

Y 

EDS 

B-18 

N/A 

s 

s 

s 

s 

s 

N 

N 

s 

s 

o 

o 

Y 

IMA  —  SYSTEM  1 

B-19 

$25,000 

s 

s 

s 

s 

s 

N 

N 

s 

c 

c 

N 

Y 

IMA  —  SYSTEM  2 

B-20 

$35,000 

s 

s 

s 

s 

s 

N 

N 

s 

c 

s 

N 

Y 

IMA  —  SYSTEM  3 

B-21 

$35,000 

s 

s 

s 

s 

s 

N 

N 

s 

c 

s 

N 

Y 

INSPAC 

B-22 

$22,750 

s 

s 

s 

s 

s 

o 

s 

c 

s 

c 

N 

Y 

INSURMATICS 

B-23 

$31,000 

s 

s 

s 

s 

s 

s 

o 

s 

o 

o 

s 

Y 

INSURNET 

B-24 

$21-39,000 

s 

s 

s 

s 

s 

N 

s 

s 

s 

s 

s 

Y 

ISSUE  + 

B-25 

570,000 

s 

s 

s 

s 

s 

N 

s 

s 

o 

s 

s 

Y 

MATRIX  CHALLENGER 

B-26 

$25,000 

s 

s 

s 

s 

s 

o 

s 

s 

s 

s 

c 

Y 

MCI-IN-HOUSE 

B-27 

$24,500 

s 

s 

s 

s 

s 

o 

s 

s 

s 

c 

c 

Y 

MICRON  SYSTEMS 

B-28 

$32,600 

c 

c 

s 

s 

s 

N 

o 

s 

s 

c 

c 

Y 

MIMS  1 

B-29 

$21,000 

s 

N 

s 

s 

s 

o 

N 

s 

N 

N 

N 

Y 

MIMS  2 

B-30 

$35,000 

s 

N 

s 

s 

s 

o 

N 

s 

N 

N 

N 

Y 

MIMS  3 

B-31 

$36,000 

s 

s 

s 

s 

s 

N 

N 

s 

N 

N 

N 

Y 

MIMS  4 

B-32 

$58,500 

s 

s 

s 

s 

s 

s 

s 

s 

s 

N 

N 

Y 

NLT  SYSTEM  V 

B-33 

$62,950 

s 

s 

s 

s 

s 

s 

o 

s 

s 

c 

c 

Y 

PROSPECTOR 

B-34 

$13,500 

s 

s 

s 

s 

s 

N 

c 

s 

s 

C 

c 

Y 

REDSHAW 

B-35 

$15,000 

5 

s 

s 

s 

s 

o 

s 

s 

s 

s 

s 

Y 

SMS  —  MINICOMPUTER 

B-36 

$20,300 

s 

o 

s 

s 

s 

N 

o 

s 

s 

N 

N 

Y 

SMS  —  TRANSMISSION 

B-37 

$11,594 

s 

o 

s 

s 

s 

N 

o 

s 

s 

N 

N 

Y 

TLS  AGENCY  MINI 

B-38 

$32,000 

s 

s 

s 

s 

s 

N 

s 

s 

N 

N 

N 

N 

WALSH  INS.  PROGRAM 

B-39 

$15,000 

s 

s 

s 

s 

s 

s 

s 

s 

N 

N 

S 

Y 

*  NOTE:  An  "S",  "O",  "C"  or  "Y"  indicates  only  that  a  functional  area  exists  as  standard, 
optional  or  custom.  The  individual  digest  must  be  used  to  determine  the 
completeness  of  coverage  of  any  given  function. 
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Batch  systems  are  less  attractive  (see  Exhibit  iV-4)  compared  to 
alternatives. 

Products  offered  have  changed  from  being  accounting-only  to  support 
of  insurance  functions  as  well  (see  Exhibit  IV-5). 

American  Agency  companies  are  increasingly  aware  that  they  must  be 
tied  electronically  to  their  agents  in  order  to  compete  with  the  direct 
writers.  This  will: 

Lower  their  costs. 

Provide  better  service. 

Decrease  the  lag  in  their  information  flow  from  months  to  days 
to  better  control  the  underwriting  cycle. 

Direct  billing  by  companies  to  insureds  has  increased. 

This  reduces  the  need  for  certain  aspects  of  agency  automation. 

There  are  increasing  pressures  on  independent  agents  to  control  costs 
and  communicate  more  effectively  with  insurance  companies. 

There  are  an  increasing  number  of  suppliers  of  service  to  agencies  (see 
Exhibit  IV-6). 

•         One  result  of  these  different  pressures  has  been  an  increased  awareness  on  the 
part  of  agents  of  the  different  product  options  open  to  them. 

INPUT  recently  surveyed  a  nation-wide  sample  of  independent  agents 
and  brokers. 

All  were  using  some  form  of  automation. 
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EXHIBIT  lV-4 


RELATIVE  ATTRACTIVENESS 
OF  DIFFERENT  MEANS  OF  PROVIDING  COMPUTER  SERVICES 


BATCH 
SERVICE  BUREAU 


Data  Entry 

Cost  to  Vendor 
Cost  to  Client 
Ease  For  Client 

Errors/Correction 
Nunnber  of  Errors 
Expense  To  Vendor 
Ease  For  Client 

Reporting 
Flexibility 
Responsiveness 

Inquiry 
Ease 

Flexibility 
Responsiveness 


MAIL 

High 
Medium 
Low 

High 
High 
Low 

Low 
Very  Low 

None 
None 
None 


RJE 

Medium 
Medium 
Medium 

Medium 
Medium 
Medium 

Medium 
Medium 

Varies 
Varies 
Varies 


TURNKEY 

Low 
Low 
High 

Low 
Low 
High 

Medium 
High 

High 
Medium 
High 


ON-LINE 
SERVICE 
BUREAU 


Medium 
High 
High 

Low 
Low 
High 

Medium 
High 

High 
Medium 
High 
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EXHIBIT  lV-5 


AGENCY  PACKAGE  USE 

1981;  ACCOUNTING  SYSTEM 

•  Agency  Accounting 

Full  General  Ledger 
Year-To-Year  Comparisons 
Report  "Menu" 

•  Accounts  Receivable 

•  Commission  Reporting 

1983-1985:  INSURANCE  SYSTEM 

•  Rate  Quotation 

•  Rating 

•  Policy  Issuance 

•  Claims  Reporting  And  Inquiry 

•  Policy  Status  Inquiry 

•  Word  Processing 

•  Customer/ Account  Files 

•  Marketing 
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EXHIBIT  IV-6 


AGENCY  AUTOMATION  SOURCES 


TYPE 


EXAMPLES 


independent  Supplier 


ARC,  Insurenet,  Redshaw,  Broadway 
Bank  and  Trust 


Agent  Association  (non-profit) 


PiA,  ilAA 


insurance  Company 


Full  System 


Aetna,  Commercial  Union 


Individual  Interface  To  Specified 
independent  Suppliers 


Travelers,  Hartford 


Cooperative  Interface  To 
independent  Suppliers 


Institute  Of  Insurance  Research 
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"Mail-in"  batch  services  had  few  supporters,  even  of  those  using 
them  (see  Exhibit  lV-7). 

Expense  was  the  main  reason  for  not  switching  now. 

C.  STATUS  OF  AGENCY  AUTOMATION 

•  Over  80%  of  agents  of  all  sizes  are  now  automated  (see  Exhibit  IV-8). 

Batch  processing  still  predominates. 

•  However,  most  agents  plan  on  upgrading  or  changing  their  current  means  of 
processing,  (see  Exhibit  IV-9). 

•  INPUT  expects  to  see  a  very  large  (54%  annual  growth  rate)  increase  in 
turnkey  system  installation  between  now  and  1984  (see  Exhibit  IV-IO). 

Other  types  of  automation  will  be  much  further  behind,  with  batch  just 
keeping  up  with  inflation. 

D.  OVERVIEW  OF  BROADWAY  BANK  AND  TRUST  PROCESSING 

•  Broadway   Bank   and   Trust   began    supplying   data   processing   services  to 
insurance  agents  about  20  years  ago. 

The  original  product  was  a  simple  "balance  forward"  batch  service 
suitable  to  small  agents. 

•  In  about  1968  a  more  advanced  batch  product  was  added  that  was  "per  item" 
oriented. 
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EXHIBIT  IV-7 


ATTITUDES  TOWARD  AUTOMATION  SOURCES 


 ATTITUDE  

SOURCE  FAVORABLE  UNFAVORABLE 


•  Remote  Computer  Service 

Mail  In  17%  75% 

RJE  8%  92% 

On  Line  58%  42% 

•  Turnkey  28%  58% 

•  Vendor  Software  25%  50% 

•  In-House  Hardware  .                                       33%  58% 
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EXHIBIT  IV-8 


CURRENT  METHOD  OF  AGENCY  AUTOMATION 
AS  REPORTED  BY  RESPONDENTS 


AGENCY 
SIZE 

SAMPLE 
SIZE 

HOW  AUTOMATED 

IN- 
HOUSE 

REMOTE 

PRO- 
CESSING 

TURNKEY  SYSTEM 

MAINLINE 

SPECIALTY 

VERY 
LARGE 

6 

H 

0 

2 

1 

LARGE 

13 

2 

6 

5 

1 

MEDIUM 

8 

1 

3 

2 

SMALL 

13 

1 

10 

2 

1 

TOTAL 

40 

8 

19 

13 

5* 

*  MULTIPLE  SYSTEMS/AGENCY 
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EXHIBIT  IV-9 


RESPONDENTS'  2-3  YEAR  PLANS  TO  UPGRADE 
OR  CHANGE  DATA  PROCESSING 
SYSTEMS  BY  AGENCY  SIZE 


PLANS 

CHANGE  TO 

PROCESSING 
SERVICES 

AGENCY 
SIZE 

SAMPLE 
SIZE 

NONE 

UPGRADE 
EXISTING 
SYSTEM 

REMOTE 
BATCH 
TERMINAL 

ON- 
LINE 
SYSTEM 

INSTALL 
TURNKEY 
SYSTEM 

VERY 
LARGE 

6 

0 

4 

0 

0 

2 

LARGE 

13 

4 

4 

1 

1 

5 

MEDIUM 

8 

1 

4 

1 

0 

3 

SMALL 

13 

9 

2 

0 

0 

2 

t 

TOTAL 

HO 

14 

14 

2 

1 

12* 

•  MULTIPLE  RESPONSES  POSSIBLE  DUE  TO  INSTALLATION  OF  SPECIALTY  (RATING)  SYSTEMS 


-36  - 


EXHIBIT  IV-10 


FORECAST  OF  COMPUTER  SERVICES 

EXPENDITURES  FOR  INSURANCE 
AGENTS  AND  BROKERS  BY  SERVICE 


\ 


COMPUTER 

SERVICE 

USER 

EXPENDITURES  1 

MODE 

TYPE 

1  980 
($M) 

1  984 
($M) 

AAGR  1 
1984/1979  1 
PERCENT  1 

REMOTE 

COMPUTING 

SERVICES 

INDUSTRY 
SPECIFIC 

$  8 

$  17 

19% 

BATCH 

INDUSTRY 
SPECIFIC 

$  75 

$  115 

12% 

TOTAL  PROCESSING 

$  83 

$  132 

13% 

TURNKEY 
SYSTEM 

INDUSTRY 
SPECIFIC 

$  28 

$  156 

54% 

SOFTWARE 

SYSTEM 
APPLICATION 

$  5 
$  10 

$  8 
$  24 

15% 
22% 

PRODUCTS 

TOTAL 

$  15 

$  32 

20% 

PROFESSIONAL  SERVICES 

$  12 

$  22 

18% 

TOTAL 

$  138 

$  342 

25% 
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This  was  attractive  to  larger  brokerages  with  a  number  of  subagents. 
This  product  enabled  Broadway  Bank  and  Trust  to  expand  to  New  York. 

•  Broadway  Bank  and  Trust's  client  base  is  in  New  Jersey  and  New  York  with 
some  clients  in  Connecticut  and  Pennsylvania. 

•  There  have  been  no  major  changes  to  the  product  since  the  "per  item"  broker 
product  was  introduced  around  1968.  Competitors'  offerings  have  become 
much  more  attractive. 

Some  batch  products  offer  a  somewhat  wider  range  of  features  (e.g.,  a 
more  comprehensive  general  ledger)  and  are  more  flexible  in  terms  of 
reporting. 

More  importantly,  turnkey  and  on-line  services  offer  undeniable 
benefits  at  a  price  that  continues  to  fall. 

•  For  the  last  six  months,  there  has  been  no  salesman  assigned  by  Broadway 
Bank  and  Trust  to  the  agency  accounting  product. 

•  The  Broadway  Bank  and  Trust  client  base  has  shown  a  steady  decline  since  the 
mid-1970s  (see  Exhibit  IV- 1  I). 

In  addition,  the  average  monthly  billing  of  $300  is  relatively  low  (see 
Exhibit  IV- 1 2);  about  70%  of  the  national  average  for  the  smallest 
agents. 

Most  importantly,  the  billings  per  client  are  dropping  even  faster  than 
the  number  of  clients  (see  Exhibit  IV- 1 3). 

Clients  appear  to  stay  with  Broadway  Bank  and  Trust  because  of: 
Satisfaction  with  a  batch  service. 
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EXHIBIT  IV- 1 1 

BROADWAY  BANK  AND  TRUST  AGENCY  ACCOUNTING  CLIENT  BASE 

 19  8  1  

1968      1970      1973      1976      1979         JANUARY  AUGUST 

Agents  150       100^      150         80         64  50  48 

Brokers  12         50         75       125       115  100  88 

■^Broadway  Bank  And  Trust  principals  started  a  competing  business  in  1967  and  ultinnately 
took  approxinnately  50  clients. 
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EXHIBIT  IV- 1 2 


CURRENT  AGENCY  ACCOUNTING  MONTHLY  BILLING  PROFILE 


PERCENT 

MONTHLY  BILLINGS  OF  CUSTOMERS 


$200  and  under  9% 

$201-300  28% 

$301-400  15% 

$401-500  13% 

$50 1  and  over  34% 
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EXHIBIT  IV-13 
1981  AGENCY  ACCOUNTING  DECLINE 

JANUARY  TO  AUGUST 
CATEGORY  1981  DECLINE  (PERCENTAGE) 

Clients  9% 

Dollar  Billings  16% 
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Costs/aggravation  of  system  conversion. 

To  put  it  bluntly,  BB&T  has  been  passed  by,  both  in  the  features  its  product 
offers  and  in  the  technology  that  it  delivers  it  with    (see  Exhibit  IV-14) 

There  will  always  be  sonne  agents  who  will  be  able  to  live  with  a  batch 
system  with  limited  features.  However,  they  will  be: 

Hard  to  find. 

Harder  to  keep. 

Hard  to  service  profitably. 

FINDINGS 

To  remain  competitive,  BB&T  should  have  upgraded  its  agency  accounting 
product  in  the  mid-1970's. 

Any  upgrade  would  contain,  at  a  minimum: 

A  comprehensive  general  ledger  system. 

The  ability  for  the  customer  to  select  the  reports  to  be  produced. 
Optional  direct  (RJE)  input  by  customers. 
Optional  on-line  inquiry. 

Optional  report  printing  in  customers'  offices. 
It  is  not  feasible  for  BB&T  to  upgrade  its  product  in  1981  because: 
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EXHIBIT  IV- 1 4 


INSURANCE  AGENCY  BUSINESS  GROWTH  POTENTIAL  -  PRESENT  PRODUCT 


GROWTH  AREA 


POTENTIAL  FOR  GROWTH 


Price  Per  Service  Unit 


Low 


Billing  Per  Client 


Low 


Nunnber  Of  Clients 


Low 


Use  Of  Other  Broadway 
Bank  And  Trust  Products 


Low 


Real,  Perceived  Value  Added 
Low 

Nonprofits  Provide  More  Attractive 
Product  At  A  Lower  Price 


Range  Of  Services  Limited 

Higher  Billing  Customers  "Trade 
Up"  To  Another  Vendor 


Product  Unattractive,  Except 
To  Very  Small  Agents 

Cross  Selling  Unsuccessful 


Cross  Selling  Unsuccessful 

Agency  Clients  Not  In  Broadway 
Bank  And  Trust  Service  Area 
(Only  Two  Are  Depositors) 
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Current  system  cannot  be  enhanced  without  a  basic  rewrite. 

A  full  upgrade  to  meet  current  (accounting  system)  competition  would 
still  be  non-competitive  with  mid-1 980's  "insurance"  systems. 

It  is  not  feasible  for  BB&T  to  develop  an  insurance  system. 

Commercial  Union  paid  $22  million  to  PMS  for  an  uncompleted 
full  agency  product. 

If  BB&T  does  not  change  its  present  agency  product: 

Its  client  base  and  revenues  will  continue  to  fall. 

The  service  will  operate  at  a  loss. 

There  is  nothing  that  BB&T  can  do  to  staunch  the  flow. 
See  Exhibit  IV-15. 

The  small  agents  who  make  up  the  bulk  of  BB&T's  clients  are  those  most  in 
danger  of  being  dropped  by  large  insurers. 

This  could  cause  BB&T's  base  to  decline  even  faster. 

A  new  BB&T  agency  accounting  product  would  undoubtedly  generate  more 
billings;  however: 

BB&T  would  have  no  special  edge  for  gaining  clients  in  competition 
with  national  vendors. 

In  the  medium  run  (3-5  years)  BB&T  would  fall  behind  again  as  even  the 
best  accounting-only  product  became  obsolescent. 

Even  the  best  agency  product  would  have  little  synergy  with  other 
BB&T  services. 
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EXHIBIT  IV-15 
MOVEMENT  OF  COMPETITION 
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See  Exhibit  iV-i6. 


F.  RECOMMENDATIONS 

•  INPUT  does  not  recommended  that  BB&T  upgrade  its  current  system. 

This  would  have  been  desirable  in  the  mid-l970's  with  a  longer  time 
period  and  client  base  against  which  to  amortize  its  investment. 

However,  even  an  enhanced  system  would  soon  be  obsolescent  again. 

Unfortunately,  most  BB&T  clients  who  would  have  wanted  an 
enhanced  product  have  probably  already  switched  to  another 
vendor. 

•  BB&T  would  not  have  the  resources  to  develop  a  technologically  advanced, 
full-featured  product.  Even  if  it  were  able  to  obtain  a  product  (e.g.,  on 
license.) 

BB&T  has  no  marketing  concept  or  organization  to  support  it. 

Such  an  undertaking  would  be  divorced  from  BB&T  banking  services  and 
from  other  BB&T  services. 

•  BB&T's  most  valuable  resource  is  its  client  base.  The  client  base  would 
undoubtedly  be  of  interest  to  one  of  its  national  competitors  because: 

The  company  could  buy  market  share. 

Conversions  could  be  made  on  a  mass  basis,  greatly  lowering  such  costs. 
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EXHIBIT  IV- 1 6 


INSURANCE  AGENCY  BUSINESS  GROWTH  POTENTIAL  - 
NEW  BROADWAY  BANK  AND  TRUST  PRODUCT 


GROWTH  AREA 


POTENTIAL  FOR  GROWTH 


Price  Per  Service  Unit 


High 


High  Value  Added 


Billings  Per  Client 


High 


Full  Range  Of  Services 
Could  Retain  Clients 


Nunnber  Of  Clients 


Low-Medium 


Increasingly  Competitive  Market 

Broadway  Bank  And  Trust  Would 
Be  Introducing  New  Product 
With  A  Start-Up  Marketing 
Effort 


Use  Of  Other  Broadway 
Band  And  Trust  Products 


Low 


No  Reason  To  Believe  That 
Cross-Selling  Would  Be  More 
Successful 

Most  Clients  Would  Still  Not 
Be  In  Broadway  Bank  And  Trust 
Service  Area 
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INPUT  recommends  that  BB&T  enter  into  negotiations  to  transfer  its  client 
base  to  another  vendor.  These  should  be  negotiations  (and  probably  agree- 
ments) with  two  types  of  vendors. 

Those  offering  a  turnkey/on-line  product. 

Those  offering  a  batch  service. 

This  is  because  some  of  BB&T's  smaller  customers  might  not  be  willing 
or  able  (from  a  cost  standpoint)  to  upgrade  to  a  more  advanced  product. 

BB&T  could  be  paid  on  either  a  one-time,  per  client  basis  (e.g.,  from  a  turnkey 
vendor)  or  on  a  royal ity  basis  for  a  limited  number  of  years  (e.g.,  from  a 
service  bureau). 

These  payments  could  be  used  to  finance  the  start-up  costs  of  BB&T 
ventures  that  were  more  bank-related. 

INPUT  believes  that  it  would  be  unwise  for  BB&T  to  approach  potential  buyers 
directly  initially.  ' 

Rumors  of  its  exit  from  the  business  would  inevitably  start. 

Customers  would  be  solicited  and  grow  fearful. 

The  most  desirable  ones  would  go  elsewhere  before  BB&T  could 
reach  an  agreement. 

BB&T  might  have  nothing  left  to  sell. 

INPUT  recommends  that  BB&T  use  an  intermediary  to: 

Make  the  initial  contact. 
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Determine  the  initial  level  of  interest. 

if  there  is  interest,  to  have  the  potential  acquires  sign  a  non-disclosure 
and  non-solicitation  agreement  before  being  informed  of  BB&T's 
identity. 

INPUT  would  be  willing  to  serve  as  such  an  intermediary. 

Because  INPUT'S  New  Jersey  office  is  so  close  to  BB&T,  the 
initial  contacts  would  be  made  ostensibly  through  INPUT'S 
California  office  so  as  to  protect  BB&T's  identity. 


y 
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